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BLANNING STATE BUDGET REVENUBS FROM INDUSTRY

D. Kondrashev

- There are two methods of planning the profits of an enterprise: the "direct
calenlation” method and the coefficlent method, which is also called "econcmie
tnspection” method.

The direct calculation method is used in small manufacturing enterprises. All
products intended for sale (commidity production plus the difference in stocks at
the begivning and at the end of the year) are empressed in sales prices, off the one
hand, and 1ii costs, on the other. The difference between the two figures is the
planned profit.

The cost of products is dstermined on tihe basis of costs for the preceding
year minus the planned reduction in costs for the current year. In the case of
inventory which is carried over fram last year, the actual cost is taken .as a basis

& o for calculation.

Tne coat of products which have not been produced before is established by
: calculations -in which the expenditures for separate @lements ar: détermined on the
- bagis of astimates which take into consideration the initial periad uf production
in other enterpriges manufacturing the same goods.

In the case of products the disposal of which is in accordance with planned
- losses, the financial results are determined, in sontrsst to-profitable production,
op the bagis of the plamnned velume of shipments, which is computed by adding to
-commddity production the difference in stocks held at the end .and beginnlag of the
year.

: The coefficient metbod is uged .for caleulating profits in enterprises and in-

dustrisl cambines which produce a large assortment .of products. This method en-

tails the calculation of profits or losses on the bagis of last yoar's average profit-

-ableness .of wamiBisy production (usually per ruble of soid commodity production in v
terms of planned ~ommercial cost).
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The coefficient msthod 18 alac used o an aukiliary method in enterprises o
which employ the direct calculaticn method of determinimg profits. The murpcss T @,
of this 18 to ascertain the offscts ol & decreass (or incresse) in the relative T '
share in production (ydel'myy ves) of certain commodities ou the rise or fall of
profitablenoss and the extent to which a change in the relative share of & coumodity
was oconomically exrpedient. It must be borne in mind that frequently a shift in the
relative sharc of commcdities harving different degrees of profitablemess, while
resulting 1n higher profits in production, may at the same time bring about & re-
ductiom in the turnover tax. - Therefore, the question of the ecomomic expediency
of raieing the relative share of any product mwt be decided by comsidering the
offect oo total accumulatior: (profit plue twnover tax). In thie canrection,
attention should mlso be givem to cases where the enterprise acts as the payer of
deducticme from profits end the marketing orgsnization pays the turnover t.zx. s

oo pamamdizs dha mdvandao. d ey Al e At
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Contrevereics freguantly regaxrding the advanisgss of oms o tha other

aws

freguantly ari
nethod of calenlating profits. These cantroversies are pointless. The best methoRl L Sl
of determining profit is the ane which will lead mors quickly to the correct result, - v - : -
It 1t is powsible to calculste profits by direst calculstion, thers is no noed : R
to use a mors camplex method. However, 1% mmet Do admitied ‘that the direet eal- T A
culation method 18 frequently defective im that 1{ shows a higher cost of pro- ) e o
Guction and a lower quality of assortment. The coefficient method is directed
against such distartions in caleuliation and prevents the lowering of profits be-
cause of shifta in assortment and other factors. Of course, if changes in assort-
ment bave been determined by the nations) economic plan;, a correcticn 18 emtered
in the sum of the profitz which have been added by the coefficient method. The
following example illustrates the way in which plarned profits are determined by
the direct calculation method.

A plant produces three types of producte, A, B, and C. The output of pro-
duct A ig 100 units, of B 200 units, and of C 300 units. All products are sold
during the year for which the plan wae made.

The cqst of product A during the preceding year was 1,000 rublee, of B
2,000, and af C 3,000 rubles.

Stipulat‘d reduction in the cost of product A is one percent, for product L
B 2 percent, and product C 3 percent. The sales price (without turnover tax) '
far product A is 1,100 rudbles, for B 2,200 rubles, and for C 3,300 rubles. '

To arrive at the financial weauits, it is necessary, firast, to compute pro-
duction coots during the year for vhich the plan was made. The cost of product
A 1s 990 rubles (1,000 minus one percemt), of product B 960 rubles (2,000 minus
2 percent), and af product € 2,910 rubles (3,000 minus 3 percent).

The profit is as followe:

Product A (100 x 1,100) - (100 x 990) .= 11,000
Product B (200 x 2,200) - (200 x 1,960) = 48,000
Produet C_ (300 x 3,300) - (300 x 2,910) =117,000

Total 176,000

The degres of profitebleness of the enterprise ig dJdetsrmined in percentages
reflecting the relatiomship of profit to the cost of production. In our example
the profitableness will be:

Product A (11,000 x 100} = 11.11%
99,000

Product B (48,000 x 100) = 12.h5%
392,000

Product C (117,000 x 100} = 13.40%
72,000
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The average vrofitahleness of thea entarnriase will he.

176,000 z 100 = 12.9% - ' .
1, 38%,000 ‘ :

The example is based cn the assumptiom that all products will be sold. It
the plan provides for stocks at the end of the year, ths quantity of products in-
volved in the computation of profita vill bhave changed (since part of the production
would be transferred to the following year), entailing a corresponding change in
the amount of profit. If at the begimmning of ths year thers were almc stocks i
transfarred from the preceding yeamr, the profit from their sale is calculated sepa- R
rately, without applying the reduction in cost, since that reduction can caly be S
applisd to the ontpuvt plamned for a given year. .

The uee of the coefficisnt method fn computing plenned accummlatiops ie
barad on the comriderntion that vlammad profits for a given year will incresse
over those of the preceding year p-oporticnately te tho intresse in the volums of TS S
sold commodity productiom (wd for upprofitable enterprisea proportionately to : S R ‘ el

the incresse in shipped commoditlen),

Let us suppose that in the plan for 1948 the volume of marketabls producticm,
in 1947 coats, 18 set at 1,500,000 rubles and that the actual volume of 1947 sales
amounted to ome millica rubles in coets of that year. The incresss in sales
was therefore 50 percent. If in 1947 there was & profit of 100,000 rubles, the
planned profits of 1948 should amcunt to 150,000 rubles.  Furthermore, this
emount must be increased In accordance with the deciease in the production cost
of the products to be sold.

Let us assume that the coet of planmed output is reduced by > percent. Before
determining the net reductiom in the cost of marketable products, the effect of
transferable stocke must be takem into account. It muat be borne in mind that
profita are determined with reference to the average yearly cost level of actual
production, without taking into comsideratiom stocks transferred at the beginning
and end of 46 year.

I? stocks vith a higher than average cost for ithe year were transferred
from the preceding year, the percentage of coet reduction will be higher. And,
conversely, vhen stocks vith lover costs are transferred, the percentage of coet
reduction is loverwsd.

Let us suppose that the rsduction in cost of marketable products is 2.5 per-
cent. The saving froa the reduction in our example will amount to 37,500 rubdbles:

1,500 x 2.5
100

In addition to reduction in cost, other factors which affect profits must
also be considered, e.g., reductions in sales yrices, changes ia profitableness
due to shifts in assortment, etc.

Let us assume that the sales prices were reduced 2 percent from last year.
In our example the decrease in profits will amount to 33,000 rubdbles, as seen in
the following calculation: receipts ip sales prices of last year, 1,650,000
rubles (1,500,000 rubles plus 150,000 rubles); 2 percent of this sum is equal to
33,000 rubdbles.

Let us alsor suppoee that as a wresulS Of thanges in the relative share of in-
dividual groups of produsts of profitableness of the total producticn earmarked
for sale has increased, To determine the extent to which this increase affects
the average percentage of profitableness, the following calculation is made:

-3
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Preceddns Vess (10h7) . Co
- : Coefficient i s IRt
Group of Proportion of Percent of - {Colummns 2 x 2) .~ L ‘ ; : LY
i\ Products Total Salex = Profitableness : 100 TR o8
k4 1.
1 2 3 b
A 20 _ 2% R TTIS
B 70 B (R T _
e ¢ 50 Sy 3
. 100 : 10.0 : = 16.0
Year of Plan (1948) o
Cosfficient
Group of Proportion of Percent of profitablaness {Coiums 5x §_)
Producta Total Bales in Terms of Preceding Year 100
1 . 5 . e g . . iy
A 30 25 7.5
B 30 10 3.0
C 40 Y 1.6
100 12.1 12.1

Thus, given tho same profitableness of individual groups of products in
tvo consecutive years, iie nrofitableness of total production rose 2.1 percent
(12.1 percent minus 10 percent) because the share of group A changed from 20
to 30 percent and of group B fram 50 to 40 percemt (the share of group C re-
mained unchanged). Applying this percentage to the volume of sales ostimatad
in costs of the preceding year, we obtain the additiomal profit of 31,500 rubles.

1,500 x 2.5 ['sic; 2.5 apparently error for 2.1_7
170

Summning up the items of our calculation we obtain the plammed profit of
186,000 rubles ({150,000 in profitableness of last year, plus 37,500 rubles in
savings from the reductiom in cost, minues 33,000 rubles of reduction in profits
due to the lowering of sales prices, plus 31,500 rubles from the incrsase in the
percentage of profitableness due to the change in assortment).

To the ammount tiue obtained it is necesaary to add the profit which enter-
prises obtain from production for vhich there 1s no basis for comparison. Let
us asgume that in the plamned calculations the cost of the latter productiom
wae estimated at 120,000 rubles (quantity of products mltiplied by the cost of
each unit), and that the sales price was computed on the baeis of a 5 percent
profit. Under these oconditions profit from this type production is 6,000 rubles:

120 x 5
100
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s plus 6,000 vublec).

Discrepancies betweem the direct caleculstion method and the coefficlent method
of determining profits can be carrected by checking the accounts. Methodleally -
accurate calcuiaticns must necessarily give the same results in dotk ceses. Un-
fortunately, there are imown cases when insufficiently accurate calculaticn of prof-
ita by the soefficlent method undertaken by higher crganizations led to gravs errcrs
1f not checked in time at the snterprise sgainst cost and sales pricea. It Boos
without waying that a "temtative” and approximete method of celoulating profits is
inadmissible. Such calonlations weeken the incentive to increase sccumlaticns in
the esonony. ,

Frequently rreliminary dets copcerning the profitableness of producticn of the
praceding year turn out subsequer’ly to be insccurats. To the extent that thie be-
comes known before the budget is approved, corrections should be entersd slomg two
1imss, ths dsgrss of profitablencss and reductica in'cust, the twe factars beimg
interrelated.

Let us asgume that, in the preparation of 1948 financial plan, the percentage
of profitebleness of production was obtainmed from the following data for 19LT: ‘

Nine Months Fourth Quarter

{Reparted) {Anticipeted) = 1947
Salee in cummercial cost 1,000,000 400,000 1,400,000
Profit from sales 100,000 60,000 160,000
Percentage of profitableness 10 15 11.43

On the basis of the above percemtage of profitableness, the volums of yro-
duction to be 80ld in cost of the preceding year and the profit from sales were
determined in 1948 plan in the following mamner:

1948 Plsn
Volume of sales in 1947 costs 2,000,000
Percentrge of profitablemness 11.43
Profits 208,600
Parcentage of cost reduction 2
Savings from cost reduction 40,000
Total planned profit for 1948 268, 600

To the 1947 report the following figures on sales end rofit are given:

Sales in commerciel cost 1,410,000
Profit from nales 150,000
Percentage of profitablensas 10.6%

Chpe-- .

we ui‘,i[;" "-"L

Sanitized Copy Approved for Release 2011/09/13 : CIA-RDP80-00809A000600260980-5

50X1-HUM




i 5 ann Mﬁmiﬁ [} AAH:
- CONPIDENTIAL

50X1-HUM]

Tt follown thet an orrer oF 0,70 porcent ’1 27oromcent mimia 10 A porceont)
was made in. the 1948 sstimate of the percentage of profitableness. However, be- SRR
) fars lowering the planned profitablemess of 1948 by thie difference, it is neces- : .
oo sary %o explain first why there was a discrepancy between the estimsted percentage i
of profitablensves and the amount of the profit on the one hand, and the reported
figures of 1947 om the other.

Let us assume that the difference of 10,000 rubles (160,000 rubles minus )
150,000 rubles) in the profits was dus to & rise in co8ts. resulting from mismanage- = i
ment during the fourth quarter and thst the 10,000-ruble increase in receipts from .
the sale of production 1s explained by this fact and not by an incresse in the ;
total volume of goods sold. If this assumption is correct, the planmed reducticm. /. .7°
in costs muet also be amended to prevent a possible repetltion of mzammgement :
during the year for which plamning ig in Drogress.’ SR E .

H‘“_.Pre‘limiwﬂ‘ o Qir_z_'gc_tag B ‘
Volune of sales in 1947 costs 2,000, 000 C0m,e86 g
Porcentage of profitableness ' \ RO » L5 ’ 0. 614
Profits i : 228 600 ‘ = 21!; 320
Ferceatage of cost rac‘lucticnw”‘ RURENIBEEE R ATt R ol .
Savings from cost reduction 40,000 54,280
Total planned profit for 1948 268,600 268,600

Thus, the correction of the percentage of profitableness and of the planned
cost reduction also corrected the figure rapresenting the volume of sales in 1947
coets (inasmich as these costs turned out to be higher than anticipated). The
absolute amount of profit computod on the hasis of profitablenesa decreased in
the same amount as the savings from cost reduction increased (14,280 rubles).
Consequently, the final result remained the same as befcre the correctiom.

It must be borne in mind, however, that the percentage of profitableness does
not always change with a correction of the financial plan and, consequently, the
resulting figures will not necessarily be the same .in all cases, Sometimes,
corrections in costs are not required at all. However, in cases when 1t is neces-
sary to carrect costs, the fineancial organizations must comsult planning organi-
zations .

* % ®

Let us now considsr methods Of planning cost reductiocnm.

Cost is the most important qualitative index of industrial operation. The
good and the bad sides of the economic activities of an enterprise are roflected
in costs. Savings from cost roduction increase profits and are an important source
for extemding socialist reproduction.

Cost 18 an index of the naticmal economic plan and is determined by planning
organizations. In examining the balances of revenues and expenditures, financial
organs also analyze the planned cost figurees and meke corrections which are cleared
with the planning organizations. In this work, financial organizations use the
control method of determining cost reduction. The esmence of thia method is as
Zollows:

c“---;;:!ﬂi i ir“A
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e reporl 1or uie pidétding yeuy gives tbe Lotal snd o breakdown 'of ex
penditures on commodity production. These expenditures increase as the produc- . ; :
3 \ tion program expands. Thus, expenditures for commodity production in the year .
’ for which the plan iz made sre cbtained by using the norms of the preceding year. PR :
After that, necessary reductions inm the cost of each item are planned. The totsl . ' .

reduction is expressed as a percentsge of the expeaditures before reducticn, and
thie percentage is the planned cost reductlon.

Example: The 1948 production progrem increased 20 percemt over the preceding
year, The total sum of expenditures for 1947 was 5 million rubles. Conseguently,
expenditures for 1948 will amount to 6 million rTubles (S million rubles plus 20
percent). The planned reduction in expendituwre (by individual items) ig 300,000

rubles. The planned cost reduction for 1948 is 5 percent {300,000 x 100). A - i
,000,0C0 S

detatled calculation of the reduction in coste will be as follows (1n 1,000 rubles): ‘'

"Incresse in 1948 Production - - Sl s e

‘ Actual 1947 ' Production Expenditures R T S PR
Items of Expendiiture Expenditures (in percent) (Colwmms 2 x 3) : L

1 2 3 k

Haw materiale 2,000 N o200 2,500
Auxiliary materials* . 500 .o 200 600
Fuel 700 20 840
Wages and extra payments 1,200 20 1,440
Shop expenditurea 300 20 360
General plant expenditures 200 20 2ko
Total production costs k,900 20 5,800
Commercial expenditures 100 20 120

Total costs 5,000 20 6,000

Percentage Reduction

Planned Re- By Individual Items ~ Total
duction by {Columm 5 x 100) (Colwm % x 100)
Items of Expenditure Individusl Items Column ,000

1 5 6 7

Rav materials -65 -2.71 -1.08
Auxiliary msterials¥* 430 +5.0 %0.5

Fael -T2 -8.3 -1.17
Wages and extra payments -90 -6.26 -1.50
Shop erpenditures «lt5 -1z.5 -0.75
General plent expenditures -ho -16.66 -0.67

Total production costs -PRo -4.76 -4 .67
Camuercial expenditurss -20 -16.66 -0.33

Total cosnts -300 -5 =5

- [ Auxiliery materials (vospomogatel'nyze materialy) are defined as materials
vhich ame consumed in the production process but which do not constitute

part of the finished product. Slovar' gpravochnik po solsial'no-ekonamiches:
statistike (Handbook uf Social and Economic Statistics), Gospanizdat, o83

L] p 11;5 7
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- : : o che ¢stimsted reauction ol caumercisi expedvitures asnd of gehreal pl&n‘i‘. it
expenditures is based on the considevation that the ebaolute sum of experditures

K

does not rise rroporticnetely to the expenditures of the preceding year; Shkop S
expenditures increased only 15,000 rubles, whereas in terms of the increase in R AL T )
the production progrem, they should have risen 60.000 rubles. Wages increased : SO 9 :
only 12.5 percent, In spite of the 20 percent rise in production. Expenditures
for raw material and fuel slso increased to a lesser degree than production.

Only in the auxiliary materiala was there a larger percentage increase in &x~

penditures (26.0 percent).

':W Column 6 of the table shows the percentage reduction in expenditures in B : .
i ' relation to the preceding year. The biggest cuts were made in overhead expendi- """ - .
tures, which always occurs when the production program is greatly expanded. S .

The last column represents the planned reduction in costs (5 percent) and the ,_“‘5 o TN -
breakdown of this percentage by items of expenditure. Such a breskdown shows the o o :
importance of individual items of expenditure in the pian fulfiliment . R

It must be remevbered that the use of the control method of determining cost
reduction, in the form in which it is shown in our example, is poasible only in
cases in which there is no change in the assortment of production dwring the
year for which the plan is made. If there is a change, Column 3 must show ths
percentage increass of comparable production since this is the only type of pro-
duction W which plamning of cost reduction ie applied. If in the yeer for which
the plan is made the enterprise shifts to completely new production, no plamned . ::
cost reductions are made and the coet level of production 1s deftermined on the
basis ©of estimates. Let us examine the way in which a projected reduction in
cost is determined.

As far as rav materials, auxiliary materials and fuel are concerned, an ac-
counting is taken of the changs in prices, the reduction in the use of these
materials and the substitution of one material for another.

If there was no change in prices, no substitution of materials, and if there
is no detailed information on the use of material, the total savings are determined
in the following manner: overexpenditures in raw materials for the preceding
year (not provided for in the plan) are multiplied by the percentage increase in
the production program. The amount thus obtained is the planned saving in raw
matarials.

When a change in prices occurs at the boginning of the year for which the
plan is mede, it 1is necessary to make a special calculation in which the amount of
required raw material is computed in the old and new prices. The difference must
then be added to the sum of expenditures in Column 4 of our example and included
in Column 5. On the other hand, if a change in prices occurred before the end of
the year and is already partially reflected iu the actuasl expanditures for the
preceding year, then it is neceasary to add only that part of the price rise which
was nnt entered in Colum 4 (from Colum 2).

Excupie: Expenditures or raw materials in 1947 amounted to 1,200,000 rubles,
of vhich 200,000 rubles represented the rise in prices of raw materials on i July.
The program was increased by 10 percent. The semiannual output of 1947 was about
equas. Consequently, the increase in costs by 220,000 rubles (200,000 rubles
plus 10 percent) was not taken into consideration in the 1948 expenditure plan,
which was calculated at 1,320,000 rubles on the basis of the increase in the pro-
duction program. Therefore, the total sum of expenditures on raw watePials will
amount to 1,540,000 rubles, and the increase over the preceding year will be
16.6 percent:

220,000 x 100
1,320,000
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‘Changes .in expenditures for wages and extra peyments depend crn the welaticn-
Bhir between the rise in labor productivity and the average weges as contempiated’ '
by the pational economic plan. The productivity per worker is reflected in +he -
sverage output in unchangesble prices. If thie output per worker growa, let us y
say, by 12 percent, and the average wage increases by 5 percent , the relative : .
ehare of wages In the cost of production will decrease by the difference in the
percentage increase of cubput and the average wage, 1.e. s by T percent. This
ie based on the consideraticn thet & 5 percent rise im the production program will
involve a proportionate increase in wages, while an increase in output by 7 per-
“cent (12.5 percent minus 5 percent} will not demend additionsl wage payments.

Example: On the basis of figdres given below, if ia necesgary to dstemine\
savings in wages in 1948 as compared to 1947 (for ihe purpose of clarity the

S nunb#y of workers is assumed to be the same in 1943 as in 1947): ‘ Sl
}2_‘*_'1 o 2948 . Percent of Growth i it
Gross output in fixed prices . 1,000,000 7 1,120,000 ‘ ' 12 - L =
: Humber of workers . s 100 - iOO o0
Output per worker S 20,000 1,200 1o oo
. Wege fund {actuasl) 600,000 630,000 “ 5 S
Aversge wage per year ool 6,000 €,30000 S 5

Output per worker increased by 12 percent, and since the mumber of workers
remains the same, commodity production increased in the same proportion. The
average wage increased by 5 percent, and the wage fund increased by the same
percentage . .

If we assume that the incresse in the wage fund is in the same proporticn
as the increase in the production progrem, namely 12 percent, the wage fund for
1948 would amount to 600,000 x 112 = 672,000 rubles. Actually, however, it in-
100
creased by only 5 percent and is equal to 630,000 rubles. The saving thus amounts
to 42,000 rubles (672,000 mimas 620,000), a sum which mist be taken into account
in planning cost reduction.

This eum 18 equal to 7 percent of the wage fund before the reduction (6,000,000
rubles /“sic; should be 600,000 rubles./) But in relation to the wage fund com-
puted on the basis of the increase in the preceding year's production program, the
saving constitutes 6.25 percent: 42,000 x 100.

72,000

In planning cost reduction of overhead expenditures it is necessary to group
the expenditur=s of the preceding year according to the degree in which they
change witk the growth of the production progrsm. For example, such expenditures
a8 maintenance of plant sdministration do not have to increase at all with an
increase in the production program (except in ceges where it is necessary to ex-
Pand personnel.) Certain types of shop expenditures are subject to change depending
on the increage in production. However, as a rule, the increase of a large part
of expenditures lags considerably behind the growth of the production program.

la: Shop expenditures in 1947 amounted to 150,000 rubles. Of this sum
50,000 les are not subject to change; 50,000 rubles change to the extent of
50 percent of the rise in production; and 50,000 rubles change proportionately
to the growth in the production program. Projected increase in production is 20
percent .
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Let us determire the total shop.wxpenditures for 1947 [- sic; should be
1948 _/: ' o \

Expenditures

“Group I 50,000 rubles {(no increase over preceding year)

~——

Group II : 55,000 rubles (50 + S0 x 20 s 2)
100

Srou, IIT : 60,000 rubies (50 50 x 2 )
166

Total 165,000 rubles

Bad the rise in all expenditures been proportional to the increase in ths
production program, total expenditures would bave amounted to 180,000 (150 - 150 x 20).
100

Consequently, planned savings in ghop expenditures will amcunt to 15,40 rubles,
vhich is also tne figure by whi~h ghop expenditures in 1948 increase over Zhose of
the preceding year. This is an increese of 10 percent, compared to a 20 percent in-
e crease in the production program.
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